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Chapter Programs for 1930-31 


A® topics for discussion in all our Chapters this year, after con- 
sulting with several of our members and directors, the following 


have been chosen:— 
1. Inventory Control. 
2. Practical Application of Cost Data in Production Management. 


The former subject is one of great interest to the cost accountant. 
The second topic is of joint interest to both the cost man and to 
those in industrial engineering and in production work. If each 
Chapter will devote one evening each to these subjects, and furnish 
copies of the principal papers for publication, we should be able to 
bring out two special numbers of Cost and Management which will 
form valuable additions to literature on these topics. 


It is further the opinion of the writer, and of other officers of our 
Society, that full opportunity should be afforded for our members to 
bring up their problems at our meetings. This may be done by setting 
aside a part of the time at each meeting, or by leaving one or two 
meetings entirely open for this purpose. A committee consisting of 
Messrs. Turner and Higgins, of Toronto, recommend that in organ- 
izing a members’ problem night, the Chapter officers should invite 
questions to be sent in in writing, and arrange with members before- 
hand so that they may be adequately discussed. Our central office in 
Toronto will be glad to assist in any way possible. 


Industrial engineering should have a place in the programs of all 
our Chapters this year, and the two subjects above have been chosen 
from this viewpoint as well as that of cost accounting. A committee 
headed by T. S. Jardine of Toronto suggests the following as also 
suitable for discussion in this field: 

1. Cost Comparison of Changed Processes. 

2. Wage Incentives by the Man-hour Group. 

38. Development of Line Production. 

4, Material Handling by Mechanical Methods. 

5. Time Study Standards. 

6. Inventory Control. 


7. Handling of personnel, including welfare work, group insur- 
ance, retirement of workers, and old age pensions. 


8. Adjusting burden rates to changing volume of production. 
9. Production scheduling, material and labor. 


10. Apportioning wages of foremen over several small depart- 
ments. 


S. E. LeBROCQ, President. 
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STANDARD COSTS IN A TEXTILE PLANT 


Standard Costs in a Textile Plant 


By H. M. ROSS, 
Mercury Mills, Limited, Hamilton 


(Before Toronto Chapter, January 29, 1930.) 


HAT are my profits? How much do I really make on my sales? 

Did I make or lose money on that job? No business man would 
object to having his records answer these questions. Yet, how many 
records do give these answers? Will not the average proprietor of a 
business pursue, relentlessly, the debtor who owes a dollar and utterly 
ignore the dollar which passes out as preventable waste? Will he 
not go to any end to have an error in one of his bills corrected, yet 
bid upon a contract, based on costs which are really little better than 
an estimate? 

I think many business men imagine that cost finding is myster- 
ious, cumbersome and involves a great deal of work that is not worth 
while. 





MEMBERSHIP CERTIFICATES 


MEMBERSHIP certificate will be issued to each mem- 

ber of the Society this year. It is of notepaper size, but 
attractive style, and may be framed and hung up. It is the 
intention that the certificates in future years will be of the 
same size. 


The certificate can be issued only to members on pay- 
ment of the fee to the end of our fiscal year, which ends 
February 28th. Those whose payments for the last half of 
the year are still due, may obtain the certificate by paying 
the balance now. 











No business to-day can be permanently successful without an 
accurate cost system. It is quite as essential to know what has gone 
into your profits, as to know what has gone out, to your customers. 
You must know whether or not competition can be or should be met; 
whether you can do business at the other man’s prices. He may be 
selling so ruinously low that it will be a good policy to let him break 
himself rather than to try to meet him and break yourself. We have 
passed the day of unintelligent manufacturing and merchandizing. 
Those who do not realize this change will probably come to their senses 
in the bankruptcy court. 


What place have we in business management for costs? Cost 
accounting is becoming a science applied to establishing the exact cost 
of doing business, of all that which enters into a product, of all that 
which must be added to the purchased article; to find the point where 


195 








COST AND MANAGEMENT 


profit begins. Accountancy proper is a book record,—the recording 
and co-relating of accomplished facts. Cost accounting is a process 
record,—the recording and co-relating of the prices of activity. The 
finding of the cost of doing business is the really important portion 
of the accounting of any enterprise, for, only from exact costs may 
future policies be intelligently planned. 


A proper cost system is not merely a revelation of profit from 
day to day. Anyone who uses it only to ascertain profit is getting 
but a fraction of the real return. Cost is at the bottom of every im- 
provement. The revelation of cost is a guide to better, as well as to 
more profitable business, a guide to better selling or better manu- 
facturing. The real cost accountant will show where there are weak 
spots and therefore, where betterments may be made. 


Costs are not merely for the manufacturer. We know he has his 
problems and they are peculiar and in some cases intricate. So also 
has the retail dealer, in fact, any person who engages in a gainful 
occupation must know how and why a gain is made. Inversely, 
the enterprise which was supposed to result in a gain unfortunately 
may result in a loss. The loss must be localized in order that some 
corrective measures may be employed. It cannot be localized unless 
by some cost accounting system which shows up in detail its weak- 
ness and its strength. 


Cost figures in any single year are only of partial value. They 
show what has happened, but in order to be most useful, these figures 
should be brought into comparison with those of other periods, to 
enable some forecast as to the future trend of business being estab- 
lished, to enable and determine what steps should be taken to offset 
weaknesses that appear to be developing. In costs, as with practi- 
cally every other business operation, it is the relations which teach 
and not the isolated accounts. 


There is no one system—these are no two factories, there are no 
two stores—in which exactly the same methods can be used. A system 
is more or less like a garment. You may buy it ready made. Possibly 
with some alterations it may fit you, if you have a moderately stand- 
ard figure, but, if you have a peculiar figure, no amount of pulling 
and cutting will produce the suit that will convey the impression that 
the maker had measured you. Further, the cost garment must not 
only fit the figure of the wearer, but it must suit the coloring and in 
so far as his tastes are reasonable, it must suit his tastes. Each busi- 
ness has its individual characteristics. There may be greater differ- 
ences between two factories producing men’s hosiery than between 
one which makes pins and another which makes battleships. Every 
concern, no matter how extraordinary its dealings, should have a 
method of accurately finding costs. There is always some way of find- 
ing the exact, or practically exact, cost, and that way need not be 
unduly expensive. Perhaps slight changes will be necessary in the 
conduct of affairs. These will be changes for the better and which 
should have been made in any event. The expense will never be 
material unless the method seeks to trail every fraction of a penny to 
its lair. 


196 





STANDARD COSTS IN A TEXTILE PLANT 


Cost As An Aid to Business 


Cost accounting, as in all accounting, is considered as an aid to 
better business and not as a business in itself. Accurate tabulated 
costs will point the way to improvement, but they will not make the 
improvement. They are not an end, merely a means to an end. You 
cannot make money out of any cost system ever devised, but, a cost 
system will show you how to make money. It will point out to you, 
if you look at it intelligently, where you can make improvements and 
it is then clearly up to you to look about and find out what are the 
most approved methods which may be utilized. If one does not know 
what he is doing, he will not be much interested in knowing what 
others are doing better than he. 


Successful management of most business enterprises is, in the 
last analysis, dependent on a practical knowledge of the cost of pro- 
duction and distribution. 


A business is organized with the purpose of producing a profit. 
When no profit is produced, the business is a failure. There would 
be no need for a cost system if there was no competition, but, as there 





PRIZES FOR 1930-31 SEASON 


HE Society offers the following prizes for the 1930-31 

season: 

A prize of $20 to the Chapter secretary best reporting 
his Chapter’s activities in Cost and Management. 

A first prize of $20, and a second prize of $10, to mem- 
bers not over 30 years of age for the best papers read at 
meetings of the Society, and published in Cost and Manage- 
ment. 

A shield or trophy for the Chapter showing the best pro- 
gress in membership. 











will always be competition, the use of accurate cost information will 
be of ever-increasing importance, in shaping business policies, in 
establishing manufacturing programmes and selling campaigns. It 
took years to convince manufacturers and managing officers of cor- 
porations, that correct accounting is an important factor in the biuld- 
ing up of the business of the future. The progress in accounting, as a 
science, has been such that to-day statistics resulting from scientific 
accounting methods form the fundamental basis for determining sound 
business policies. A good accounting system is now considered indis- 
pensable to the proper conduct of the business. The value of the best 
accounting system, however, is impaired if it lacks that most import- 
ant foundation, correct production costs. The executive who either 
lacks confidence in the cost figures or does not know how to use them 
to advantage, may be likened to the navigator who navigates the 
seas without understanding the use of the compass. The cost account- 
ant may then prove his value by guiding the executive to a proper 
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understanding and use of data resulting from his analysis of the oper- 
tions and from the experience he has gained through being in intimate 
contact with every operating department. 


Uses in Management 


Some of the vital features of management for which the aid of 
cost figures and experience of the cost accountant is necessarry might 
be listed to good advantage. 

First, for efficiency in production. The constant study, by the 
cost accountant, of the causes responsible for the variations in ex- 
penditures of material, labor and burden, should permit establishing 
certain standards, applying to normal conditions. Frequent reviews of 
the established standards for each element of cost, with due regard to 
those conditions which are susceptible, more or less, to frequent 
change, may suggest a possibility of reducing some of the standards, 
and, of course, when the standard is exceeded, it is an indication of 
waste which must be eliminated. Hence the compilation of accurate 
costs results in the determination that fixed costs, or standards, 
are important measures for use in correcting shop practice, cutting 
production costs and eliminating waste. 


Second. The use of normal overhead rates in costs is an effective 
weapon in the hands of a sales manager combating competition. The 
executive who is responsible for setting prices at which a product is 
to be sold, will face disappointment if he attempts, during periods of 
depression and curtailed output, to obtain prices based on the cost of 
producing the article during such a period. On the other hand, the 
sales manager, who bases his selling prices on what the cost of the 
product would be over a cycle of years, by the use of normal over- 
head burden, will be in the favorable position of offering his product 
at a lower price than his competitors, who attempt to make a profit 
over and above costs abnormally high during a period of depression. 
Thus the scientific determination of normal costs is a great help in 
marketing a product during lean years, and by inducing a greater 
volume of sales, during such periods, veataneiniiaeel helps to reduce the 
overhead ratios. 


Third. When a manufacturer produces a great variety of articles 
in one manufacturing plant, the management is dependent upon the 
cost accountant for the basis on which the selling prices should be 
established. A fair and equitable distribution against the cost of 
each of these articles, of those operating expenses which are not 
directly traceable to specific lines of production, will have an import- 
ant bearing upon the marketing of the products and its selling prices, 
based on manufacturing costs. The excessive assessment of such 
expenses, against one or more lines of products, may result in the 
establishing of a selling price so high that the sale of those lines will 
be difficult or impossible in competition with other manufacturers who 
have not been guilty of the same error. At the same time the other 
products which have been correspondingly favored in the cost compu- 
tation, by the elimination of that share of the expense so erroneously 
assessed, would be sold at a price yielding less profit than anticipated 
and in some cases might actually be shown as a loss, although the 
records would indicate otherwise. 
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Therefore, the manufacturer of several lines of products must 
have costs, which will, scientifically and not arbitrarily, allocate the 
expenses to each specific line. Costs so scientifically determined should 
be the basis for forming a policy as to the terms on which orders 
should be accepted. 

Fourth. The principles of good salesmanship dicate the sale of a 
standard article in preference to one manufactured as a specialty to 
meet the requirements of one purchaser or a group of purchasers. 
Nevertheless, it becomes necessary in many industries, particularly in 
the machinery industry, to manufacture articles and apparatus incor- 
porating special features to meet the purchaser’s requirements. As a 
general rule the manufacturer of a product incorporating these fea- 
tures is conducted in the same plant, with the same facilities which are 
used in manufacturing standard products. It is a well-known fact that 
the cost of such special product is more than the actual material and 
labor expense. The production of such a special article would affect 
the cost of the standard article produced in the same plant with the 
same facilities, but as the proportion of such special products to the 
total products of the plant increases, it becomes more and more im- 
portant to determine the extent to which the cost of producing stand- 
ard articles is affected by reason of interference with the orderly pro- 
gramme, which can always be adopted for standard production. The 
cost accountant who is most successful in his studies of the affect of 
these conditions will be the greatest help to the sales executives, as 
well as to the manufacturing executives, in determining a policy as to 
the volume of business of the special, or partly special, product, which 
may be taken in order to maintain a proper balance in the production 
of standard lines. It will be of further help to the sales manager in 
meeting competition on a standard product to have the latter free 
of all those items which are incurred from special products manu- 
factured under the same roof. In other words, thes sales manager 
depends upon a very careful segregation of expenses as applicable to 
standard or special production in determining the prices at which 
either should be offered for sale. Unless this is done, the manufac- 
turer may be disposed to accept too large a share of the special pro- 
duction to the detriment of the more profitable standard production. 


Executive Attitude Towards Costs 
It is sometimes difficult for me to appreciate why industry does 
not understand more thoroughly, does not utilize more thoroughly, 
cost knowledge. I have attempted, in sizing up executives, to come 
to some conclusions and I think it is really, in its final analysis, due 
possibly to a weakness in human nature, because, the ordinary ex- 
ecutive prefers, rather than to dig into a lot of facts and figures and 
to understand them—to use his co-called common sense or his judg- 
ment and to make decisions on that basis. In other words, the execu- 
tive, has to to date, in the majority of cases, trusted to his own 
judgment rather than to the figures of a cost system. May I suggest 
that possibly that may be the fault of cost accountants to a con- 
siderable extent, because the cost accountant, although he is gradually 
improving in this, has not in the past entirely satisfied the executives 
that his figures are to be depended upon, that his figures represent 
facts which are not visible to the eye—or the executive himself does 

not understand the real purpose of the cost system. 
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It seems to me that a set of figures may be one of two things. 
They may either be a set of figures or they may be little parts of a 
picture puzzle to be put together correctly—lI like to compare an in- 
dustry with a picture which has been cut up and the parts put to- 
gether. It is the job of the cost accountant to gather the facts and 
figures of the industry and set them together in correct position, so 
that the executive, looking at them from time to time, will discover 
the true picture of what is happening. As soon as any executive can 
be shown, very often, even despite his judgment, that the figures 
presented and the facts shown by the costs, are correct, when he sees 
them he knows he is looking at a true occurrence in his plant, and as 
soon as the cost accountant can convince him of that then the execu- 
tive will change his views and depend more and more on the facts 
presented to him on the picture the cost accountant draws for him 
constantly with the cost figures. 


Possibly the present weakness, if I may so characterize it, of cost 
systems in relation to executives generally, is due to the fact that cost 
accountants have not yet learned to put the figures together in this 
picture puzzle of industry so as to draw absolute pictures. It may be, 
possibly, but not in the terms I use as a simile, that the pictures pre- 
sented by the figures have a leg missing, or an arm missing, show an 
eye where a mouth ought to be, or something wrong, because the 
picture has not been put together to present exactly what had hap- 
pened, but frequently have been merely figures that have been put 
together. It seems to me, therefore, if I might make a further sug- 
gestion, that one of the things cost accountants must do in the future, 
not merely that cost systems may make more progress and through 
them industry may make more progress, that cost accountants them- 
selves may have a higher relative position in their own industry, is 
this—that cost accountants must not merely be instruments, attempt- 
ing to show, the passing facts, but they must be interpreters them- 
selves of what the figures say. In practical terms, the cost man must 
not be merely one who compiles figures and passes them on to an 
executive, from the chief executive down to the foreman, but if cost 
systems are going to make the progress in industry which they must 
undoubtedly do, if the cost men themselves are going to be more im- 
portant in their industry and take their proper places comparatively, 
they must not merely pass in a compilation of figures, but they must 
dictate to the executive precisely what those figures tell in practical 
terms. They must learn to interpret to the executive those things 
which are going wrong, as illustrated by the figures. They must in- 
terpret to the executive, from the figures, those things the figures 
show can be done a little better than they have been done in the past, 
so that they may be used to create improved standards. 


Function of a Cost Department 


Cost departments fall into three classes, those that are neglected, 
those that are endured, those that are utilized. 

The cost department is the statistical centre of the plant or busi- 
ness. Its very existence, no matter in how crude a form, is estab- 
lished on a basis of contact between the management and the factory 
departments. It has the means of obtaining knowledge of every phase 
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of its operation, and knowledge is power! But knowledge is power 
only when properly selected and properly used. 


The cost department is expected to record and audit operations, 
not mechanically, but constructively. Formerly cost departments were 
expected to spend their times looking backwards. To-day the cost 
department, if it is to live up to its opportunity, must spend its time 
looking forward. Instead of being a non-productive department, it 
must be a highly productive department, a laboratory in which statis- 
tics are selected, judged, mixed with imagination and welded into 
operating progress. 


The regular routine functioning of most cost departments, in their 
own analysis, of the three items of cost, material, labor and burden, 
should furnish very effective executive control over the entire opera- 
tion of the business. Manufacturing costs should reflect clear back 
to the engineering, designing, through the purchasing and handling 
of materials, the control and effective use of labor and reduction to a 
minimum of overhead expense. The total costs reflect on the financial 
structure and administration of the business, and with all this infor- 
mation summarized into one condensed statement, showing the re- 
lative values of each item, the management should have a graphic 
picture from which it can obtain very effective control. 


The departmental foreman is considered to be the keyman so far 
as detailed industrial operations are concerned. He comes most inti- 
mately in contact with the working personnel and operations en- 
tailed in the making of the product. The efficiency, or lack of it, with 
which he controls the activity of his department, determine whether 
or not operations as a whole will show a profit. Nearly every factory 
manager will hold the foreman responsible for operations in his de- 
partment. Yet, in spite of this, in many cases the foreman is without 
access to costs and operating statistics. Modern practice is altering 
this precedent rapidly and it has been proven that one of the big 
steps in organizing for cost reduction is to establish cost contact with 
the foreman, provide him with both regular and special reports of 
labor, material and overhead items and to interpret very carefully 
and persistently the meaning of all these items. 


To sum up what I have already said on this subject, I would like 
to incorporate one more thought and that thought is service. I like 
to think of our cost department in relation to the service it renders 
the rest of the organization, the executive and the foremen. We 
should try to give each factory man all the information we can 
affecting his own work that will help to improve his production and 
his costs, to enable his gauging intelligently his activity and the pro- 
gress he is making in intelligent production work. 


We should be as much interested and should take a great deal 
more pleasure in reporting a saving than we do in reporting additional 
or unnecessary expenditures. We should be very careful that any 
figures submitted by the cost department are as accurate as is humanly 
and mechanically possible. It is, you know, very difficult for the 
factory man to realize that errors in figures are to be expected as 
much as rejections and scrappage in production. Once lost confidence 
in the accuracy of figures is very hard to regain. We encourage the 
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factory men to come in and check over the results of the figures and 
tell us their troubles. We solicit their opinions and criticism. Through 
these contacts, and the spirit created through these contacts, we find 
we can secure a much more intimate knowledge of their problems, and 
through this knowledge prove our desire to help them establish and 
improve their departmental records. All this is in a sincere desire to 
serve. 
Representing Reports 

The accountant, to successfully present his reports, should study 
the characteristics of the executive he proposes to interest in much 
the manner of the salesman who plans his approach to his prospect. 
He must dress up his reports in the form and language his prospect 
will understand. Many reports are presented as a result of an idea, 
and represent in many cases a keen desire on the accountant’s part to 
point out an improvement or some special condition that to him means 
something of significant importance. It represents in many cases 
the combination of effort of a number of people and probably hours 
of time in construction, and with what result? It is often cumber- 
some, involved, and after being reviewed by the executive is consigned 
to the files and oblivion. Why? Because of the fact that it was 
buried in detail that made it impossible for anyone but its originator 
to uncover the points and facts that were its purpose to convey. 

We must forget we are accountants when we present our state- 
ments and reports. We must try and place ourselves in the position 
of the majority of executives or foremen who are not accountants and 
have no desire to be. We must eliminate petty details from our re- 
ports and present the facts in an orderly, simple manner, with suffi- 
cient word detail, describing the purpose of each set of figures, to 
enable the reports being read and followed in chronological sequence, 
with plenty of color to dress it up and make it look more imposing 
than it often is and in other cases in as plain and simple a manner 
as possible so that it will not create the impression that it is in- 
volved. 

We should construct our reports to appeal to the specific require- 
ments of a particular executive. Our test is the interest of some 
specific individual in the use of our data. We will win the interest and 
confidence of the executive much quicker by adapting ourselves to his 
preference, rather than insisting that he adopt our tastes. With his 
confidence once won we can gradually change or educate the executive 
to more standard forms and methods. 


To Whom Reports Should Be Presented 

Executives, who and what are they? What do they want and 
what kind of work do they do? Real thought and analysis is re- 
quired to ascertain these facts and reasonable analysis determines the 
kind and type of cost studies that should be submitted. 

The organization structure of the majority of companies is the 
same, consisting of a chairman, president, vice-president, manager, 
sales manager, secretary-treasurer, comptroller, general superintend- 
ent or works manager, purchasing agent, chemist and plant engineer 
as special executives, then the divisional heads, foremen, gang bosses, 
storekeepers, inspectors, and others as minor executives. 
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The word executive, for the purpose of cost presentation, applies 
to anyone who guides, directs or controls the work of others. Each 
have responsibilities and activities. Each must see that certain things 
are accomplished by those working under him. Each is empowered 
with the giving of advice and opinions, giving and taking orders from 
above, which are carried out by guiding, controlling, teaching and 
perhaps cussing at those under him. 

Minor executives are interested in the activities of individual 
operations as their functions are to see that specific individuals, cer- 
tain jobs and specific machines, produce efficiently. His desire is to 
measure the results of a department, a mechanic, or machine job. 


Our cost studies, for minor executives, cover the different depart- 
ments or sections of the plant, different sales divisions, while the gen- 
eral executive must secure reports in such form to enable him making 
decisions affecting the policies of the company. Costs of departments 
will be analysed and the higher the rank, the greater must be the care, 
in the preparation of our figures. If our work is to become effective in 
shaping policies we must make our reports simple and attractive. It 
must be in such form as to be of service to the executive, solve some of 
his problems and win his confidence. 

How, and to what extent should detailed cost information be 
given to executives? This is a question of vital importance to present 
day manufacturing organizations. It immediately raises the issue for 
departmentalization, for the purpose of delegating financial and oper- 
ating responsibilities to department heads, particularly heads of 
merchandizing departments and foremen of plant departments. 


Irrespective of the type of organization, it is fundamental that 
the management of industrial concerns consist of three general func- 
tions: (1) Merchandising, that is, buying and selling; (2) Operating, 
that is, manufacturing and distributing; (3) Financing. In most man- 
ufacturing organizations there is a need for proper departmentaliza- 
tion to secure proper delegation of operating and financial respon- 
sibilities, so that each department head is placed in the position of a 
business man in a small business who does his own merchandising, 
operating and financing. 

Where an organization handles several lines of products it is 
essential that its accounting procedure, cost finding and department- 
alization should recognize the requirements of each line of business, 
that each department should be accounted for on its own basis, in the 
manner best fitting its operations and its transactions. 

This requires, therefore, careful and logical departmentalization. 
Each department or activity should meet the activity of other firms 
engaged in that particular line of business. In reality, each depart- 
ment is a business, using its own capital, handling its own products, 
incurring its own expenses and being held responsible for its own 
final results in competition with similar businesses. It is necessary 
therefore that each of these separate departments be handled, oper- 
ated and accounted for on its own independent commercial basis. 


Operating and accounting for departments, as separate business 
units, requires that each carry its own investment, inventories, plant 
and equipment, that each should be charged for its materials at full 
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cost, should be charged with all factory and general costs and ex- 
penses, and, on the other hand, each department should receive credit 
for its sales or transfers of its products. Naturally, it follows that 
the departmental statement is a combined financial and operating 
report of the department for each operating period. 


Now, in any industry in which this situation prevails, two parties 
are directly and vitally interested in these statements and the figures 
they contain, the operating man, who is directly in charge of the plant 
department and the selling department who are held responsible for 
merchandising transactions. It should be recognized that we are look- 
ing at this from a department standpoint and assume that the general 
executives will be supplied with full information. Let us now con- 
sider the quality of information to be submitted to these three classes 
of department heads: First, costs for those who handle buying; second, 
costs for plant operating department heads; third, costs for selling 
department heads. Do not overlook the point that competition is met 
in every detail of plant operation. 


The buying organization should be guided by costs which will tell 
them what they can afford to pay for materials and supplies, and 
whether they can buy from a better source than one of their own sub- 
sidiary divisions. 

The merchandising man must have costs to be in a position to 
handle his transactions intelligently and profitably. He is interested in 
all elements entering into costs, should have constantly at hand infor- 
mation showing the final cost compared with the selling prices, indi- 
cating to them the margins of final net profit their transactions are 
showing, together with detailed costs of distribution. 


The methods by which detailed and departmental cost informa- 
tion may be supplied to the departments, or employees in charge of, or 
responsible for the various functional divisions of an industry vary, 
depending upon the nature of the operation, the products handled and 
the particular information required in each case. 


As already pointed out, cost information is needed by those who 
are responsible for the proper administration of buying, production 
and selling functions of the business. Furthermore, the information 
needed by each varies with different industries. In a broad sense, 
however, granting these specific kinds of costs are desirable, the 
primary purpose of all costs are: First, to assist in obtaining efficient 
management of the business in competition with other similar busi- 
nesses, and secondly, to aid in securing the best possible final net re- 
sult from capital employed. 


But, important as it is to have correct cost figures, they are of 
value in the administration of any business in so far as use is made 
of them. The point is, that in every department and every activity 
of any business it is the specific application and use made of cost data 
that is of value, which must be done in light of other factors affecting 
the business, such as the supply and availability of raw materials, the 
demands for the product, the operating, merchandising and financial 
facilities of the company, requirements in meeting competition, sea- 
sonal product and general business conditions. 
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To illustrate. The general executives of the business are in- 
formed and make use of the merchandising, operating and financial 
statements and reports, in fact, all costs relating to the business as a 
whole. The merchandising department heads receive and use sta- 
tistics pertaining to the operation of their departments, such as gen- 
eral office, branch office, field, merchandising, warehousing and 
shipping costs. Operating men, such as divisional superintendents, 
receive and use the kind of cost information indicating the efficiency 
in handling the operations for which they are held responsible. The 
superintendent uses figures and statistics applying to his particular 
division of the plant. The foremen of plant departments are furnished 
with details of the total costs of their departments. By using the 
details in these statements they are able intelligently and economically 
to handle their operations. 


Granting that it is desirable to give department heads full and 
complete information covering details of departmental costs and fin- 
ancial figures, it is necessary, first of all, to educate them as to the 
basis on which the figures are determined, together with their mean- 
ing, how to analyse the figures, and most important of all, how to get 
direct action which will correct errors and produce improved results. 


In the same way that a balance sheet or operating statement 
means very little to an inexperienced or untrained accountant, so also 
does the departmental statement, or any statement of cost, mean very 
little to an untrained department head or foreman. This emphasizes 
the need for organized training being given, particularly to foremen, 
so that they will appreciate and make use of the information given 
them. It should be clearly understood that it is the responsibility of 
the accountant to deliver adequate and proper financial and cost in- 
formation to the executives, department heads and those who are 
responsible for the various functions of the business, and it is the 
responsibility of the executives and department heads receiving these 
figures and statistics to understand and make proper use of them. 
In final analysis this means that both parties should fully recognize 
and understand the problems and the services of the other, and that 
there should be hearty co-operation on the part of both parties so as 
to determine the best possible final results. 


Standard Costs 


We find in our business that we are compelled by competition, by 
custom and of necessity, to fix the selling price prior to the actual 
manufacture of our goods, and to agree to make deliveries at that 
price in many cases over a period of several months or more. 


It is necessary for us to determine in advance the cost of each 
element entering into the cost of doing business, and to control these 
elements in actual practice so that they may conform to definite stand- 
ards of efficiency and accomplishment. 


To set up proper standards it is necessary to have available all 
facts pertaining to materials, labor, supplies and service, and we 
come to standard costs as a natural means to a definite end. The 
standard cost of any article, or of all articles manufactured in our 
plant, reflects what such articles should cost under normal operating 
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conditions. In standard costs we find that the controlling principle is 
that of the budget. We set a mark and we have a measuring stick 
that will indicate the trend of actual costs and their variation from 
the standard. To the extent that actual costs vary from the standard, 
just to that extent will the anticipated profit of our business vary 
from actual profits. 

Our products are hosiery, underwear, outerwear and yarns. These 
products are subject to style and time demands. We are unable, 
positively, to forecast for any length of time the quantity or kind of 
article we are going to produce. We must maintain very close touch 
with the market. We must work very closely with our customers. 
Consequently, we cannot speculate and build up inventories to a large 
extent. On the other hand, due to conditions of hand to mouth buy- 
ing, it is essential that we have a stock available for immediate de- 
livery to meet our customers’ demands and furnish the service he 
expects. 

Present conditions of marketing have forced the manufacturer of 
such type as ours to take the place of the wholesaler and jobber and 
assist the retailer in his financing. We must organize our work 
accordingly. 

Our manufacturing departments are experimenting and con- 
stantly bringing in new styles. These styles must be valued to de- 
termine their manufacturing and selling cost. We must analyse very 
carefully the materials that enter into the construction of each line. 
The labor rate and burden cost for completing this article as it 
passes through the various operations are all set up. Selling and 
administrative expenses are established on the basis of distribution 
channels in which the product will be marketed. If the final figures 
indicate that it can be profitably marketed, and the trade indicates 
that they are interested in the line, the article then enters into our 
range and at that time the standard is established for its cost. 


In our methods of standard cost accounting applied by us, the 
whole accounting and checking process is a concentrated matter cf 
searching out the differences between standard practice and actual 
practice. The original standards are our guide, and as these standards 
are improved these improvements will represent our progress in our 
process to attain the ideal in efficiency and accuracy. 


Selling Prices 


In establishing our standard costs we use two standards: First, 
for current sales prices with materials at market value and the balance 
of the calculations based on actual costs. The second calculation re- 
presents the values of the materials established on the manufacturing 
specifications, converted into standard cost values, based on standards 
that have been used for two or more years. We might say that we do 
not intend, unless something unusual happens, to change these stand- 
ard material costs, as they are the basis of our operations. This 
means that it is necessary to follow closely the raw material market 
and in quoting prices on new business, while thinking in terms of 
standard cost for direct labor and overhead expense, to consider the 
prevailing market prices for raw materials. 
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Disposing of Variations 


Variations in actual costs and standard costs are disposed of by 
us clearly earmarked as to indicate to what they are attributable, and 
absorbed into the gross manufacturing charges each period. These 
variations are the index of departmental manufacturing efficiency and 
to the extent to which they are analysed is practical use applied to 
standard costs. 

There are seven causes of variances in manufacturing costs which 
may be set down as follows: 

1. The first is the material purchase price, the difference between 
the price you pay and the price you expected to pay. 

2. The second is material usage, the difference between how 
much you use and how much you should have used. This variance in- 
cludes substitution of raw materials. 


3. The third is the variance in direct labor rates between those 
paid and those expected to be paid. 

4, The fourth is the variance in direct labor due to change in 
output from the expected. 

5. This variance arises from factory expenses due to these vary- 
ing from the normal budget, that is to say, the differences between the 
amount you spend and the amount you should have spent. 


6. The sixth cause of variance arises out of the difference in the 
activity at which you should have operated and the actual operating 
level. 

7. The seventh cause of variance includes conversion loss, shrink- 
ages, quality loss and spoiled work. 


Departmental Profit and Loss Report 


This report is submitted in very comprehensive detail. It repre- 
sents a consolidated operating account of our various divisions under 
individual headings with consolidated totais. The controlling details 
are recorded down the left-hand side representing sales, standard cost 
of sales, profit and loss, percentage of standard profit and loss, follow- 
ing which are the expense deductions representing selling and admin- 
istrative expenses, with the distribution profit and loss and the 
percentage of distribution profit and loss to sales established. 


These percentages are comparable with the previous year and 
also with the previous month to indicate the trend. The manufactur- 
ing loss and gain figures are ordinarily shown before the selling and 
administrative expense figures are set up, but we have not done this 
because we feel that the first purpose of this statement is to tell the 
executive management what they have secured in the way of profit in 
the distribution of their merchandise, and the distribution profit and 
loss is their guide as to the result of their activities. We then bring 
in our reserves on finished, raw stock and process, as further deduc- 
tions from the profit. 

The next group of figures represent our manufacturing loss and 
gain, or variations from standard cost. These figures are set up 
under the following headings: 
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Loss and Gain on Materials. 
Loss and Gain on Labor. 
Loss and Gain on Burden. 
Loss and Gain on Purchases. 
Loss and Gain on Waste. 

6. Quality Manufacturing Loss. 


eS 


After we have given effect to these various deductions from in- 
come, the operating profit and loss is established, together with the 
percentages of sales this year compared with the previous year, and 
the previous fiscal period. Commercial expenses, representing dis- 
counts allowed, etc., are then brought in together with the much de- 
batable point representing interest charged to cost. 


These figures, when brought into the statement, determine the 
net profit and loss for the period reviewed. 


Paralleling all these figures for the actual year we establish 
similar figures for the same period of the previous year, to show the 
trend under the same conditions. 


Every three or four periods we submit an additional statement 
showing the comparative earnings based on the number of shares of 
preferred and common stock, after making provision for the payment 
of dividends and establishing the various other charges that are ordin- 
arily set up in the regularly published financial statement. 


Periods 


You will note I have spoken in this review of periods. We operate 
on the thirteen calendar month of four equal weeks, and we furnish 
statements every period to the management on operations, together 
with particular statements, semi-periodically or daily, as required. 


Controlling Statement 


The profit and loss statement referred to is used by us as a con- 
trolling account for various subsidiary analyses worked up under var- 
ious headings, in which we will treat some of the more important ones. 


Quality Analysis——This report is similar to many other reports 
furnished by other organizations affecting waste manufacturing. In 
our particular case it represents the production of merchandise which 
must be classified other than first class goods. We establish each 
period the loss represented by the production of sub-quality merchan- 
dise under the various manufacturing headings, and we also show the 
quantities and values of finished stock which, through one cause or 
another have depreciated in value through change in style, falling off 
of the demand, probably because the shades we have established are 
not being called for by our customers. This statement is broken down 
into supporting details representing the values by the various depart- 
ments, and in turn is broken down into detail classification and then 
naturally taken up very rapidly with the superintendents of each de- 
partment to enable them giving thought to overcoming and remedying 
the fault. 
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STANDARD COSTS IN A TEXTILE PLANT 


Sales and Cost of Sales—This report is a very comprehensive re- 
port broken down into a great many items under general sales control, 
representing the account distribution, i.e., retail, wholesale, chain, ex- 
port, cash sales. The subsidiary headings represent the quantities, 
revenue, cost, profit and loss, percentage of profit or less. The cost 
in this case represents the manufactured cost. Subsidiary headings 
are established showing the different classes of merchandise under 
the headings of regular, seconds, odds, clearing, samples, mill runs and 
classes of this nature. 


Shipments According to Departments and Categories.—Having 
established sales and cost of sales according to the various classifica- 
tions of distribution, we next submit an analysis showing distribu- 
tion, according to classes of materials or commodities, and according 
to machine centres. This distribution is broken down, according to 
the major channels of trade, representing wholesale, retail, chain 
stores and export, according to dozens, revenue, cost, loss and gain. 


At periodic intervals we take this statement one step further and 
show against it the selling and administrative expenses of distribution, 
and bring out the net profit and loss on sales of these commodities, and 
the output of these various machine centres, which in turn are com- 
pared with previous conditions of the preceding year. 

Manufacturing Operating Statement.—The loss and gain varia- 
tions of material, labor and burden, etc., that are set up on our gen- 
eral operating reports are carried out into every minute detail on our 
manufacturing operating report. This report is set up under the 
headings of the respective departments entering into the production 
of that division. Along the left hand column are shown the controlling 
details, setting up under respective headings of material, labor, burden, 
transfers, opening and closing inventory, the values that entered into 
production. This production is valued at standard cost as previously 
described under the heading of our standard cost specification. The 
difference between the allowance provided on each standard and the 
actual values taken into manufacturing operations are shown under 
loss and gain adjustments, or represent variances from standards 
allowed. These amounts are in turn set up under the headings of 
material, labor, burden, purchase and quality variations, under two 
headings, the first heading representing the value for the period un- 
der review, and the second, representing the accumulative variation 
for the year to date, with the final total loss and gain figures estab- 
lished. This figure in turn is interpreted in the percentage of the 
variation to the total value of production. Production figures and 
quantities are then recorded, percentage of labor to burden, and a 
further index recording the actual average cost of the transfers for 
the period, according to each departmental category. 


These figures in turn are further analysed and the further analysis 
carried to the originating point or source. Under the heading of 
materials we establish summaries through our requisition control of 
the various commodities that are charged to each operating centre. 
This summary is set up in very complete detail showing quantity, in- 
ventory value and the value we have allowed for that commodity at 
standard. The difference between the inventory or stores value, which 
may in many cases be the purchase value, and the standard value, is 
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charged directly off to our purchase loss and gain account for that 
particular operating centre. 

Many of you have probably read the articles furnished by L. B. 
Alford and E. P. Hanum, on a new study out of which has come what 
is now known as the Kilo Man Hour Basis for Measuring Labor Ef- 
ficiency. The principle is simplicity itself. It consists merely in find- 
ing the value of the output of a plant in dollars for each 1,000 man 
hours of labor. The results are surprising to the originators of the 
method. We have established figures, over a two year period, under 
the various divisions of labor, representing supervision, machine 
fixers, miscellaneous indirect, direct and total amount of labor and pro- 
duction. These figures have been controlled by the values, number of 
employees, number of hours, which establish the various units, under 
each one of the headings, showing the average hourly rate of each 
class of employment, number of employees under each group, total 
number of employees, number of hours worked, units of production per 
man hour and the unit of production per employee, which have been 
used by us as a camparison from period to period to indicate the trend 
or various characteristics of this nature in each department. 

Budgets, Manufacturing Expense.—We have established through 
very careful planning, budgets for each centre throughout the whole 
organization, including our administrative and selling units. We fur- 
nish each foreman each four weeks with a statement showing the 
expenses in his department for that four week period, together with 
the difference, either a loss or gain, over and above the budget for the 
period. We report to him the result of this budget, the actual ex- 
pense in his department as compared with the budget on a unit pro- 
duction basis. The various items composing his budget representing 
indirect labor, machinery repairs, supplies, special charges that are 
directly under his control are furnished to him in report form each 
two weeks. We establish an allowance on the unit cost of production 
for these expenses under normal conditions. We report to him each 
two weeks the production in his department, the allowance for that 
item of expense and the allowable value, following which we show 
him the amount that is charged to his account for that interval and 
the difference as the loss or gain for the period, with which is then 
carried the accumulative result year to date. These figures are fur- 
nished to him and in many cases create a desire on his part for further 
information, and we have found that in the majority of instances it 
is their desire to maintain their expenses on the most reasonable basis 
that they possibly can. 

Labor Analysis.—We are constantly making analyses of the pay- 
roll where it appears to be necessary, in other words, where the varia- 
tion over the allowance indicates something is radically wrong. We 
are studying these conditions, submit reports and confer with the 
foremen of the various departments and learn from them the causes. 
By repetition and constantly bringing these before the foremen, we 
feel certain it has a beneficial result in the operation of the whole 
plant. We are considering establishing an incentive or profit-sharing 
basis in which the foreman will share in the saving over and above 
the standard for expenses on his unit of production. All these things 
help to make the foreman feel that the management are back of him 
in their desire to reduce expenses of operations. 
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Departmental Operating Account.—Each foreman has the oppor- 
tunity and we take up with him at irregular intervals the results of 
the operations of his department. We give him the actual figures that 
have entered into our accounts from the identical reports that are 
submitted to our chief executives and through many of these con- 
versations, we find and learn new ways that we can solve a problem, 
reduce our standards. The variations from standard are being con- 
stantly reviewed by the foremen. When we establish a standard the 
foreman must approve the standard before it is released to the man- 
agement for their own final decision. The foreman is brought into 
our discussions and we cater to his confidence in every degree and in 
every respect possible; to show our co-operation and create the feeling 
we are endeavoring to fulfill the service that we believe it is our 
privilege to give. 


Mercury MILus, LIMITED 


PROFIT AND LOSS—DEPARTMENTAL 





Report No. 2 ( Period) 

Sales Total 1928 Total 1929 Hosiery Underwear 
External 
Internal 
Total 


Standard Cost 

Standard P. & L. 
% Sales, ’29 
% Sales, ’28 


Expense Deductions 





Selling 
Administrative 
Total 
Dist. P. or L. 
% Sales, ’29 
% Sales, ’28 


Invty. Adj. Values 
Deprec. Mdse. 
Res. Fin. Stock 
Res. Raw Stock 
Res. Process Stock 
Quality Mfg. Loss 
Total 





Mfg. Loss or Gain 
Materials 
Labor 
Burden 
Purchases 





Waste Ss 
Total 
Operating P. or L. 
% Sales, ’29 
% Sales, °28 
% Sales, °’28 


Commercial Expense 

Interest to Cost 

Net Profit or Loss 
% Sales, ’29 
% Sales, °28 
% Sales, °28 
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Mercury MILLs, LIMITED 
HOSIERY SALES AND COST OF GOODS SOLD 


Report No. 7-1 ( Period) 


Dozs. Rev. Cost @P.&L. S.&€A. BP. EL. 
Retail 

Regular 
Samples 
Odds 
Seconds 
Clearance 
Mill Runs 
House 
Eatons 
Simpsons 





Less Tax 





Net Retail 
1928 


Wholesale 
Regular 
Samples 
Odds 
Seconds 
Clearance 
Mill Runs 
House 
Eatons 
Simpsons 


Less Tax 





Net Wholesale 
1928 


Chain 
Regular 
Mill Runs 
Samples 





Net Chain 


Export 
Regular 
Samples 
House 





Net Export 
1928 


Tot. R.W.C. Export 
1928 


Cash Sales 
Less Tax 





Net Cash Sales 


Oxford Knitting Co. 
P-K Mills 


Total Net Sales 
1928 
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THE P-K MILts, LIMITED 
SALES AND COST OF GOODS SOLD 


Report No. 7-1 ( Period) 
Doz. Revenue Cost P.& L. % 

The P-K Mills Ltd. 

Womens 

Girls 

Mens 

Boys 

Clearing 

Sundry 

TOTAL 





Yarns 





Total P-K Mills 


Maitland Knitting Ltd. 
Womens 
Mens 
Juveniles 
Clearing 
Sundry 
TOTAL 





Yarns 





Total Mait. Ktg. 


Maitland Spinning Ltd. 
Yarns 
Mill Sales 
Plant Transfers 











Total 
MeErRcuRY MILLS, LIMITED 
ADMINISTRATIVE EXPENSE 
Report No. 10 ( Period) 
This Period Year to Date 
Budget Actual Budget Actual 

Interest 
Taxes 
Insurance 
Depreciation 
Insurance—Misc. 

Total Fixed 


Clerical Salaries 
Administrative Salaries 
Electric Light and Power 
Repairs to Machinery and Equip. 
Repairs to Buildings 
Miscellaneous Supplies 
Telephone and Telegrams 
Dues and Subscriptions 
Postage and Parcel Post 
Donations 
Professional Services 
Excise Stamps 
Travel Expense 
Mise. Expense 
Special Expense 

Total Direct 





Steam Plant 
Mechanical Dept. 





Adminis. Charge—Oxford 
Adminis. Charge—P-K Mills 
Total Burden 
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MeErcurRY MILLS, LIMITED 


UNDERWEAR SHIPMENTS CLASSIFIED BY CATEGORIES 


Report No. 13-2 ( Period) 
Doz. Revenue Cost %7P& L. 
Class 
1. Rayon 


2. Elastic Rib 
Ete. 


Cloth Sales 
Sales Tax 





Total Retail 

1. Rayon 

2. Elastic Rib 
Ete. 


Cloth Sales 
Sales Tax 





Total Wholesale 

1. Rayon 

2. Elastic Rib 
Etc. 





Total Export 
Grand Total 





THE P-K MILLS LIMITED 
SALES AND COST OF SALES 


Detailed Statistical Analysis 


Report No. 7-1 (Special) ( Period) 
Doz. Revenue Cost Pr. @ te % 

The P-K Mills, Limited 
Womens 

1. Cardigans 

2. Pullovers 

3. Two-piece suits 

4. Three-piece suits 

5. Dresses 

6. Skirts 

7. Upper Separate 

8. Flat Knit Pullovers 

9. Flat Knit Cardigans 

10. Shaker and Jumbo 

11. Sundry 

12. Clearing 





Total Womens 
Ete. 





Total Mait. Spin. 
Plant Transfers 


Mill Sales 





Total 
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MEeERcuRY MILLS, LIMITED 


HOSIERY KNITTING AND FINISHING DIVISIONS 
OPERATING 


Report No. 2-4 (Special) ( Period) 


Knitting Division 
Burson Reading Seamless Spiers 
Material 
Stores Requis. 
Winding 
Labor 
Burden 
Transfers 
Opening Inventory 
Closing Inventory 


Loss and Gain Adjustments 


Material 
Accumulative 
Labor 
Accumulative 
Burden 
Accumulative 
Purchase 
Accumulative 

L. & G. Accve. 

% L. & G. Transfer 
Production Cr. 
Accumulative 

% Burden to Labor 
Cost of Transfer 





MeErcurY MILLS, LIMITED 
HOSIERY PROCESS OPERATING 


Report No. 2-2 (Special) ( Period) 


Hosiery 
Winding Knitting Finishing Total 


Material 

Labor 

Burden 
Transfers 

Sales 

Opening Invty. 
Closing Invty. 


Loss and Gain Adjustments 
Material 
Accumulative 
Labor 
Accumulative 
Burden 
Accumulaitve 
Purchase 
Accumulative 
Waste 
Accumulative 


Total Accum. 
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Mercury MILLS, LIMITED 
MANUFACTURING EXPENSE 


Report No. 8 ( Period) 
This Period Year to Date 
Budget Actual Budget Actual 

Interest 

Taxes 

Insurance 

Depreciation 

Insurance—Misc. 
Total Fixed 


Liability Insurance 

Indirect Labor 

Clerical Salaries 

Administrative Salaries 

Fuel 

Water 

Special and Travel 

Repairs to Machinery 

Repairs to Buildings 

Mise. Supplies 

Needles 

Telephone and Telegrams 

Dues and Subscriptions 

Postage and Parcel Post 

Duty 

Misc. Expense 

Tabulating Expense 

Electric Light and Power 

Special ee ate Poe 
Total Direct 


Steam Plant 

Mechanical Dept. 

Tabulating 

Lunch Room 

Waste Department 

Raw Stock 

Adminis. Charge—Oxford 

Adminis. Charge—P-K Mills : _ ‘ = 
Total Credits 


Total Burden 
Hosiery 


Underwear 

Dye House 

Carding 

Worsted 

Undistributed 
Total Burden 





MercurRY MILLs, LIMITED 
HOSIERY SHIPMENTS—DEPARTMENTAL 


Report No. 14 ( Period) 
Doz. Rev. Cost @P.&A. S.& A. BMP. EL. 
Dept. 
Burson 
R. 
Ww. 
Total 
1928 
Reading 
R. 
W. 
Total 
1928 
Ete. 


Grand Total 
1928 
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MeERcurY MILLS, LIMITED 


SELLING EXPENSE 


Report No. 9 ( Period) 
This Period Year to Date 
Budget Actual Budget Actual 
Interest 
Taxes 


Insurance Fire 
Depreciation 
Insurance—Mise. 





Total Fixed 


Liability Insurance 
Indirect Labor 

Clerical Salaries 
Administrative Salaries 
Electric Light and Power 
Repairs—Machinery 
Repairs—Buildings 

Misc. Supplies 

Shipping Supplies 
Telephone and Telegrams 
Subscriptions and Dues 
Postage and P.P. 
Donations 

Entertainment 

Bad Debts 

Mercantile and Legal 
Replacements and Guarantees 
Conventions 
Transportation Allowance 
Export Selling 
Salesmen’s Sal. and Com. 
Travelling Expense 
Branch Rental 

Sample Trunks and Cases 
Sample Expense 
Advertising 

Mise. Expense 

Wholesale Branch Allow. 
Special Expense 





Total Direct 


Steam Plant 
Mechanical 
Tabulating 





Total Burden 


Branch Expense—Oxford 
P-K Mills Branch Expense 
Admin. Charge—Oxford 
Admin. Charge—P-K Mills 





Total Burden 
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Mercury MILLS, LIMITED 


CONSOLIDATED EXPENSE 


Report No. 10-1 ( 
This Period 
Budget Actual 
Interest 
Taxes 
Insurance 


Depreciation 
Misc. Insurance 


Period) 


Year to Date 


Budget 


Actual 





Total Fixed 


Liability Insurance 
Indirect Labor 

Clerical Salaries 
Administrative Salaries 
Fuel 

Water 

Special and Travel 
Electric Light and Power 
Repairs—Machinery 
Repairs—Buildings 

Misc. Supplies 

Needles 

Shipping Supplies 
Telephone and Telegrams 
Dues and Subscriptions 
Postage and P.P. 
Donations 

Entertainment 
Professional Services 
Duty Drawback 

Excise Tax 

Bad Debts 

Mercantile and Legal 
Replacements and Guarantees 
Conventions and Exhibitions 
Transportation Allowance 
Export Selling 
Salesmen’s Com. and Sal. 
Travelling Expense 
Branch Rental 

Sample Cases and Trunks 
Sample Expense 
Advertising 

Special Expense 
Miscellanious Expense 
Wholesale Branch Allow. 
Tabulating 





Total Direct 


Lunch Room 
Administrative—Oxford 
Administrative—P-K Mills 
Branch Expense—Oxford 
Branch Expense—P-K Mills 
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DISTRIBUTION OF SELLING AND ADMINISTRATIVE EXPENSE 


Distribution of Selling and 
Administrative Expense 


By J. F. LOVELL, 
The Norton Company, Worcester, Mass. 


(Before Hamilton Chapter, December 4, 1929.) 


(Copy of Mr. Lovell’s address is not available, but two exhibits which 
accompanied it are reproduced here.) 


Exhibit 2 
NORTON COMPANY 
Chart of 


Selling and Administrative Expense Accounts 


General Selling Expense Accounts 


Salaries and Expenses of General Sales Offices. 
Salaries and Expenses of General Publicity. 


Branch Store and Office Salaries and Expenses. 
(A separate account for salary and one for expense at 
each location.) 


Direct Selling Expense Accounts 


(A separate set for each Major Class of Product.) 
Salaries and Expenses of Manager’s Office. 
Salaries of Salesmen. 


Expenses of Salesmen. 
(A separate account for each man.) 


Promotion and Service. 
Advertising. 

Catalogs and Circulars. 
Exhibits. 


Administrative Expense Accounts 


Salaries and Expenses of Corporation Officers. 
Salaries and Expenses of Accounting Department. 


Salaries and Expenses of General Offices. 
(Legal, Credit, Transcribing and Mail Room.) 


Memberships. 
Postage. 
Telephone and Telegraph. 
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COSTS IN MEAT PACKING 


COSTS IN MEAT PACKING 


HE National Provisioner of Chicago publishes the following letter 

from a meat packer dealing with costs in the meat packing 
business: 

“Do packers know what their bacon costs? 

“There is one item in the smoked trade which varies so much in 
price that there is always the question as to how the ‘other fellow’ 
figures the cost. 

“When considering the selling price of bacon, the following points 
must be taken into account, as any one of them may mean a material 
difference in the cost of the bacon being sold. The main ones are: 

1—Quality. 

2—Trim. 

8—Yield from the green weight. This will depend upon the kind 
of cure, the method, and the extent to which the bacon is smoked. 

4—Expense put on the bacon, which would include the kind of 
shipping container used, if any, and whether the bacon is sliced, 
wrapped or unwrapped. 

“All of the items mentioned above, except possibly No. 2, are well 
understood and can be readily determined. It is, therefore, in con- 
nection with item No. 2 that costs are overlooked. 

“There is in the light bacon class—or in other words, smoked 
bacon 16/down—generally three styles of trim on bellies, viz.: 

(a) Fancy trimmed belly, which is usually a square cut, seedless 
belly, with all—or most of the brisket removed—and not much, if any 
width beyond the scribe left on. 

(b) The No. 1 grade, square cut, seedless, with most or all of 
the brisket left on and frequently cut beyond the scribe mark. This 
varies of course, possibly up to %-inch to 1% inches beyond the scribe 
line. 

(c) Bellies only reasonably square cut, full brisket on, not seed- 
less; in other words, the sow bellies not cut back but just touched up 
on the belly side. 

“It can be seen that there is considerable difference in the cost 
of the belly, depending upon the trim. This difference will vary, of 
course, at different times, depending upon the relative value of the 
green belly and the value of the trimmings and fat. 

“There should be some basis for arriving at the value of the 
various kinds, so that any packer will know the cost of the bacon and 
whether or not he is trying to meet competitive price situation with 
a more expensive or a cheaper piece of meat. This basis should be 
one that is generally known and can be determined easily. 

“The logical basis is the quotation for green square cut and seed- 
less bellies, which are quoted by a large enough number of sources 
most of the time and are representative of the market. Further, this 
is a definite standard of trim. 

“Starting with this basis, green square cut, seedless bellies 10/12 
being quoted at 18 cents, the cost of a fancy grade belly with all the 
brisket removed would be determined as follows: 
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Green square cut seedless belly.................. 100% @ 18c; $18.00 per ewt. 
TORS EAE ARG GUID so oissvinssssiecccesceseesesecteses 25% @ Te; 1.75 
POMC, VIMO IOUG si vice aisisvcsisscisssvscsesecsseisss 75% cost $16.25 


$16.25 divided by 75 per cent. equal $21.66 per hundred pounds. 
Fancy trimmed belly cost over a square cut and seedless $3.66 per cwt. 
(The differential will vary if there is any material change in the 
values.) 

“This is the cost of the green belly, to which must be added the 
necessary expense of curing and smoking, and an amount to cover the 
smoking shrink. 

“The price of a No. 1 belly, if square cut and seedless, would be 
the same, green market, namely, $18.00 per ewt. 

“If the No. 1 belly is not trimmed as close as a square cut and 
seedless belly then, of course, the cost is less, the amount depending 
upon the extent of the difference in trim. Obviously, on the other hand, 
if part of the brisket is removed or if the belly is trimmed closer in 
any respect, the cost is increased. 

“The third grade of belly referred to in (c) above can be sold for 
less than the quoted market for square cut, seedless bellies, as obvi- 
ously there is less trimming done on these bellies that have not been 
made seedless. 

“Figuring square cut seedless bellies 10/12 at 18c (the same as 
before), the belly with seed in it costs less, as shown: 

Green square cut seedless belly.................. 100% @ 18c; $18.00 per ewt. 
Additional trimmings left on............ cee 10% @ Te; -70 





(This 10% is figured at 7c as this is 

the approximate value of it if re- 

moved. ) 
OGRE GOOG AR DONG osksssssiacsasacssesnssntsonsncssvsyenese 110% $18.70 

$18.70 divided by 110% equals $17.00 per cwt., the value of the 
square cut, but not seedless belly. 

“From this it will be seen that starting with the same basic price 
of a green belly, we find the costs— 


(a) Fancy trimmed belly..........ccsseseeseeees Le ee: $21.66 per cwt. 
(b) No. 1 square cut and seedless belly..............:cccssceesees 18.00 per cwt. 
(c) No. 1 square cut NOT seedless belly.............cccsceseee 17.00 per cwt. 
Fh ADIN OR io ssscsscacchesceuscccsscasccaverandessasessvoeeussntacsercoucvensessvasesseonae 4.66 per cwt. 


in the value of the green belly. 


“This spread, of course, is further widened out when the smoked 
price is reached, due to the fact that the cost of the shrinkage is 
greater on a higher priced item even though the percentage of shrink 
is the same. 

“It seems, therefore, that when considering competitive prices on 
an item of this kind there are many factors to be taken into con- 
sideration. 

“The situation in the packing industry has been that too many of 
us are trying to meet competitors’ prices without first determining 
the relative values of our own product, considering the difference in 
selection, trim, and cost of processing.” 
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RECEIVED IN JUNE 


CHEDULING and Inventory Control. Howard H. Flagg. Society 

of Industrial Engineers Bulletin, May, 1930. 

Fundamentals of Time Study. Eugene E. Brey. Society of Indus- 
trial Engineers, May, 1930. 

What is Industrial Engineering? James W. Ingalls. Society of 
Industrial Engineers, May, 1930. 

Managements’ Control of Labor on Piece Work. Harold H. 
Haight. National Association of Cost Accountants, May 15, 1930. 

Possibilities and the Dangers Inherent in Mergers, Consolidations 
and Acquisitions. Arthur Anderson. National Association of Cost 
Accountants, May 15, 1930. 

Retailer and His Accounting. William J. Rivers. National As- 
sociation of Cost Accountants, June 1, 1930. 

Distribution Cost Analysis—Methods and Examples. Howard C. 
Greer. National Association of Cost Accountants, June 1, 1930. 

Establishment of Machine Rates. W. Bell. Cost Accountant, 
May, 1930. 

Organising a Business for Profit. F. W. Thistleton, A.C.I.S. Cost 
Accountant, May, 1930. 

Railway Workshop Costs and Accounts. C. H. Newton. Cost 
Accountant, May, 1930. 

Profit Sharing and Co-Partnership. T. H. Hargrave. Accountants’ 
Magazine, May, 1930. 

“Capital and Revenue”’—-A Varying Distinction. John B. Ward- 
haugh, C.A. Accountants’ Magazine, May, 1930. 

Accounting for Appreciation. Vincent C. A. Scully, C.P.A. Cer- 
tified Public Accountant, June, 1930. 





Experience is what you get when you are looking for something 
else. 





A deputation visited a jeweller’s. 

“We want to buy a solid silver coffee-pot for a presentation to our 
member of Parliament,” the spokesman said. 

“In that case, sir,” suggested the jeweller, “you will want some- 
thing with a long spout.” 





“Nigger” Magistrate: “Are ye guilty or not guilty?” 

Prisoner: “Not guilty.” 

“Nigger” Magistrate: “Den what are yuh doin’ ’ere wasting our 
time?” 
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THE TREND OF PRODUCTION COSTS 


RODUCTION costs are moving slowly downward. This is to be 
expected from the reduction in commodity prices, which accom- 
panies a depression in business. Though in some raw materials the 
reduction has been great, on the average for industry as a whole the 
movement is more gradual. Thus the index for all commodities as at 
the end of May was only 3.5 per cent. below the figure for May last 
year. The following is a comparison: May April May 
1930 1930 

Food, Beverages and Tobacco , 99.7 98.6 
Other Consumers’ Goods : 87.8 87.0 
All Consumers’ Goods : 92.6 91.6 
Producers’ Equipment f 96.2 91.6 
Producers’ Materials A 88.2 86.5 
Building and Construction Materials ; 94.8 92.8 
Manufacturers’ Materials F 86.7 85.1 
All Producers’ Goods ; 89.0 87.0 
All Commodities 91.7 89.9 

These index numbers are percentages of prices for 1926. While 
consumers’ goods are down 1.4 per cent. from a year ago, producers’ 
goods are down 6.6 per cent. This means, on the average, a wider 
margin for producers, and it is one of the factors which work towards 
a business revival in a time like this. 

The most important reductions in May were in the following: 
Dried and canned fruits, grain, flour and milled products, vegetable 
oils, sugar, tea, coffee, cocoa and spices, milk, silk, lumber and timber, 
cast iron and steel pipe, scrap iron, copper and brass, lead, silver, tin, 
zine, solder, pottery, coal, and paint materials. 

A few commodities which advanced were: Fresh fruits, live stock, 
and fertilizers. 

Financial conditions are also easy, so that money is plentiful and 
rates relatively low. 

In respect to labor, there is a plentiful supply, without important 
changes in wage rates. 





NEW BOOKS 


HE Working of a Cost System. By R. G. H. Smails, B.Sc., Econ., 

56 pages. Published at 6s. 6d., by Gee & Co., Ltd., 6 Kirby St., 
London, E.C.1, England. 

This little book is obviously not intended to give a thorough ex- 
position of cost accounting, but rather, according to the author’s 
preface, to help in making effective use of an established cost system 
in the solution of managerial problems. 

There are 14 chapters, dealing with all the important factors in 
cost and discussing their meaning in relation to business as a whole, 
and their treatment in accounting. Several forms are also illustrated. 
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